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SUBJECT: REVIEW OF BANK'S RESOURCE POSITION AND PROPOSAL FOR AN 
INCREASE IN THE BANK'S CAPITAL STOCK 
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PASS TREASURY FOR ZINMAN 

REF: MANILA 1540 

1 . AT MEETING 12 FEBUARY, ADB BOARD OF DIRECTORS 
DISCUSSED FOUR WORKING PAPERS PREPARED IN RESPONSE TO 
QUESTIONS AND COMMENTS OF DIRECTORS AT DECEMBER 16 MEETING. 
ADB PRESIDENT OBSERVED THAT SINCE DIRECTORS HAVE NOT 
RECEIVED INSTRUCTIONS FROM THEIR GOVERNMENTS, HE 

INVITED DIRECTORS TO DISCUSS OR COMMENT INFORMALLY ON 
SIX SPECIFIC ISSUES TO PERMIT BANK STAFF TO BEGIN WORK 
ON DRAFT REPORT OF BOARD OF DIRECTORS AND DRAFT 
RESOLUTION OF BOARD OF GOVERNORS. 
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2. INFORMAL MAJORITY VIEW OF DEVELOPED MEMBER COUNTRY 
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DIRECTORS ON SIX ISSUES APPEARED TO BE: (A) EARLY 
ENCASHMENT OF DEMAND NOTES AS PROPOSED BY BANK WITH 
FRANCE OPPOSED; (B) 135 PERCENT CAPITAL INCREASE, 

WITH AUSTRALIA UNABLE TO INDICATE WHEN POSITION 
WOULD BE ESTABLISHED BY NEW GOVERNMENT; (C) 10 PERCENT 
PAID-IN, WITH JAPAN, SWITZERLAND AND ITALY SUPPORTING 
15 PERCENT PROPOSED BY BANK, AND WITH CONCERNS 
EXPRESSED ABOUT ADEQUACY OF BANK INCOME TO MAINTAIN 
LENDING RATE; CD) 40 PERCENT OF PAID-IN CONVERTIBLE 
CURRENCY, WITH CANADIAN DIRECTOR SUGGESTING 50 PER- 
CENT; (E) MID- 1977 AS TARGET DATE FOR CAPITAL INCREASE 
TO COVER ESTIMATED LOAN COMMITMENTS; AND (F) NEED FOR 
STUDY OF TRIGGER AMOUNTS FOR EFFECTIVENESS OF CAPITAL 
INCREASE. 

3. DEVELOPING MEMBER COUNTRY (DMC) DIRECTORS STRONGLY 
SUPPORTED NECESSITY TO INCREASE CAPITAL BY 150 PERCENT 
TO MAINTAIN GROWTH IN ORDINARY LENDING PROGRAM AND TO 
PROVIDE LOANS TO SPECIAL FUND COUNTRIES IF ADF REPLEN- 
ISHMENT INADEQUATE, BUT WOULD ACCEPT 10 PERCENT PAID-IN 
WITH CONTINUATION OF 40 PERCENT CONVERTIBLE CURRENCY 
PORTION OF PAID-IN. KOREAN DIRECTOR SUGGESTED A SLIGHT 
INCREASE TO 11.1 PERCENT PAID-IN OR PERCENTAGE SUFFICIENT 
TO PERMIT BANK TO ACQUIRE $245 MILLION IN PAID-IN 
CONVERTIBLE CURRENCY UNDER ARTICLE 6.2(A) AS MINIMUM 
ESTIMATED BY BANK TO ACHIEVE APPROPRIATE RESERVE/LOAN 
AND INTEREST COVERAGE RATIOS IN 1981. 

4. MAJOR ISSUES RAISED IN DISCUSSION OF WORKING PAPER 
III FOCUSED ON INADEQUATE BANK LENDING PROGRAM IN 
RELATION TO DMC REQUIREMENTS AND TO WORLD BANK PRO- 
JECTED LENDING PROGRAM IN REGION. SOME DEVELOPED 
COUNTRY DIRECTORS/ACTING DIRECTORS, MAINLY CANADA 
AND SWITZERLAND, SUGGESTED THAT A REVIEW OF BANK 
FINANCIAL INDICATORS IN TWO YEARS COULD RESULT IN 
INCREASING THE LENDING PROGRAM IF 25 PERCENT SAFETY 
MARGIN COULD BE REDUCED OR ELIMINATED. OTHER POSSI- 
BILITIES WOULD BE LOWERING RESERVE/LOAN AND INTEREST 
COVERAGE RATIOS IF BOND PURCHASERS WERE ONLY INTERESTED 
IN MEMBER GOVERNMENT GUARANTEES. 
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5. DISCUSSION OF WORKING PAPER I CONCENTRATED ON 
FINANCIAL INDICATORS, PRIMARILY RATIONALE FOR 25 PERCENT 
SAFETY MARGIN. ADB PRESIDENT SAID THAT FINANCIAL 
UNCERTAINTIES REQUIRE CONTINUATION OF 25 PERCENT 
SAFETY MARGIN. WHEN PRESSED FURTHER. HE EXPLAINED 
THAT BANK PROJECTIONS ASSUME THAT U.S. WILL SUBSCRIBE 
TO REMAININGTWO-THIRDS OF FIRST CAPITAL INCREASE BY 
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MID- 1977 AND THAT SPECIAL CAPITAL INCREASES FOR CANADA 
AND GERMANY WILL BECOME EFFECTIVE BY MID- 1977. IF 
THESE ASSUMPTIONS ARE ONLY PARTIALLY FULFILLED, HE SAID, 

THE BANK WILL NEED TO USE MOST OF 25 PERCENT SAFETY 
MARGIN TO CONTINUE DISBURSEMENTS. ANOTHER QUESTION 
WAS WHETHER INVESTORS ACTUALLY CONSIDER 25 PERCENT 
SAFETY MARGIN AS IMPORTANT TO THEIR DECISION TO 
PURCHASE ADB BONDS. GERMAN ALTERNATE DIRECTOR SAID 
THAT IN HIS RECENT DISCUSSIONS WITH GERMAN BANKERS, 

HE WAS TOLD THAT ONLY CONSIDERATION WOULD BE 
GOVERNMENT GUARANTEES. WHEN ASKED WHY ADB BOND INTEREST 
RATES AND MATURITIES WERE NOT AS FAVORABLE AS THOSE 
OFFERED TO WORLD BANK, GERMAN ALTERNATE DIDRECTOR SAID 
THAT GERMAN BANKERS WERE NOT FAMILIAR WITH ADB AND 
BELIEVED THAT POLITICAL INSTABILITY IN REGION CREATED 
RELATIVELY MORE UNCERTAINTIES. ADB VICE PRESIDENT 
ADDED THAT WHILE IBRD DOES NOT HAVE AN EXPLICIT RULE, 
COMPUTATION REVEALS SAFETY MARGIN OF ABOUT 25 PERCENT. 

ADB PRESIDENT EXPLAINED THAT NEW YORK BOND RATING 
AUTHORITIES ARE MORE FAVORABLY IMPRSSED IF FINANCIAL 
RATIOS AND POLICIES COMPARABLE T PRIVATE FINANCIAL 
INSTITUTIONS ARE MAINTAINED. FOR EXAMPLE, ADB GENERAL 
COUNSEL EXPLAINED THAT STATE INSURANCE COMMISSIONS IN 
U.S., WHEN CONSIDERING RULINGS ON ADB BOND ISSUES FOR 
INSURANCE COMPANY INVESTMENTS, SPECIFICIALLY REQUIRE 
INTEREST COVERABE OF 1.5 OVER TIME PERIOD AS TEST 
OF FINANCIAL VIABILITY. 

6. DISCUSSION OF WORKING PAPER II AND ADDITIONAL 
SUMMARY PROVIDED IN WORKING PAPER IV POUCHED 5 FEBRUARY 
FOCUSED ON CASE 9 WHIC INCOUDES 135 PERCENT CAPITAL 
INCREASE, 10 PERCENT PAID-IN AND 40 PERCENT CONVERTIBLE 
CURRENCY PORTION OF PAID-IN, AND ON IMPLICATIONS OF 
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INADEQUATE BANK INCOME IF FINANCIAL INDICATORS WERE 
NOT CHANGED. POSSIBILITIES OF CHANGES IN LENDING RATE, 
COMMITMENT CHARGES AND INTEREST RATES TO IMPROVE BANK 
INCOME WERE DISCUSSED. 

7. ADB PRESIDENT CONCLUDED DISCUSSION BY ANNOUNCING 
THAT BANK STAFF WOULD PREPARE INFORMAL DRAFT REPORT 
OF BOARD OF DIRECTORS AND DRAFT RESOLUTION OF BOARD 
OF GOVERNORS AND DISTRIBUTE THEM TO BOARD OF DIRECTORS 
PRIOR TO MEETING SCHEDULED FOR 16 MARCH TO CONSIDER 
SPECIFIC ADDITIONS OR CORRECTIONS IN LIGHT OF POSITIONS 
OF MEMBER GOVERNMENTS. USADB REQUESTS NAC GUIDANCE 
ON BANK PROPOSAL TO INCREASE CAPITAL FOR 16 MARCH 
MEETING. SULLIVAN 
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